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Asset - Liability
Management of PACS In
Kerala - A Diagnostic Study
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INTRODUCTION

The Primary Agricultural Credit Societies (PACS) in Kerala are unique
in manv ways They have a very large membership and very sound
resource ba-e unlike their counterparts elsewhere in the country. The
perform an e of PACS in Kerala vis-a-vis the PACS in the country ns a
whnL is presented in Table 17.1

TABLE 17.1 Primary Agriculture Credit Societies- Important Items of
Data as on 31 03 95.

S No ltem Kerala All India

| No of Societies 1583 90106

2 Membership (lakhs) 110 98 (7011) 880 80 (974)
3 Owned Funds 28448 (14.81) 262199 (2 9)
| Deposits 183800 (97 08) 261980 (2 79)
5 Borrowings 51003 (32 00) 9B9570 (10 01)
R Working Capital 208132 (100 80) 1630368 (18 03)

7 Loans Outstanding
(ST+MT) 116191 (92 35) 1140442 (12.01)

* Figures in bracket indicate avernge per society
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The average of dcpositii raolnli/' d ami loan* dii-buraed by PACS in
Kerala are M-vt-rnl Lirnca mure than the All Indm average The average
me inhri>bi per Hueiety in Kerala was 7011 against the All India
average of 97 1 1)i pile the e itrength.- PACS in Kt-rala exhibited
certain anatomical and physiolugKal dmabilitii  ul a financial
character

Out uf the 1583 PACS in Kerala. 1030 wen running ul u loss and
the tut.illoss incurred by them amounted t< R> Jj 53 (aores in 1991-
95. The loss of PACS wob mainly on account of poor management of
funds hv incompetent personnel The Parameswaran Pillai committee
appointed by the Oovt of Kerala to study the working of PACS in Kerala
also made the same observation

Liabilities are created at a cost and assets are made for a return by
the banks Naturally the profitability of hanking busuwei- depen,d.t
largely upon the judicious matching of the assets and liabilities The
banks must, therefore, match maturities of liabilities with the
maturities of the assets so as to minimise the risks related to credit
liqguidity and interest rate fluctuation

The PACS in Kerala lend small amounts to a large number of
customers by mobilising high cost, deposits (the share of fixed deposits
in the total deposits around 85 per centj. As a result, the PACS in Kerala
fall in the range of high risk related to credit and liquidity. It was in
this context that an attempt was made to go for an in depth study of
the asset - liability structure of PACS in two blocks of Thnssur district
in Kerala.

OBJECTIVES OF THE STUDY

The objectives of the study are :
1. toexamine the asset - liability structure of PACS ;and

2. toanalyse the impact ofthe asset - hability structure on the financial
performance of PACS.

METHODOLOGY

There were 157 PACS, spread over five blocks, in Thrissur district. .All
the 20 PACS except one in the Yadakkancherry and Pazhayannoor blocks
were running at a loss since a long time. Hence all the PACS in these
two blocks were selected for the study7. However, due to inadequacy'
and deficiencies in the data, two PACS were dropped from the final
analysis. The study was based on financial data collected for four years
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trom 1993-—94 to 1996—97 from the selected societies using a structured
| he data was analysed by working out relevant financial ratios
based on the balance -heet and income statement.

rormar.

TABLE 17.2 Asset-Liability Management Terms

Particulars

|  LIABILITY STRI'CTURE RATIOS

o 0 o

p

Owfied Funds to Working Capital

Othpr Funds to Working Capital

Deposits to Working Capital

Depo-it Mix

I  Fixed Deposits

u Savings Deposits

in Current Deposits

Borrowings to Working Capital

H ASSET STP.rcTCRE RATIOS

d

-

Fluid Resources to Deposits

Fluid Resources to Working

Capital

Credit - Deposit
Credit to Working Capital

Loan Mix

i Short T*Tm Loans
i Medium Term Loans

in Long Term Loans

Fixed A
Nrrumulated .o eto Owned Funds

Capital

ere to Working Capital

Ari uinul.ited l,oi1 to Working

PROFITABILITY RATIOS

Return on \s»ets
( ,i«f nf Fund-'.

Inter'ls Mnrgin to Working f'npitnl

Couf Min.igr-ment to Working

| ‘apital

Provisionllio Working Capital
Met Loss tri Working f'-ipitnl

1993-94

4.83
8.49
72.50

85.15
14.55

0 30
36.19

23.72

17 20
100 65
72 98

81 93
7 98
10 08
2 33

371

18 08

9 99
01
Il 68

2 80
| 89

111

190495 1995-9G 199G-97

4.32
7.58
67.83

83.96
15 72

0.32
38 90

22 98

15 59
100.30
68 04

81 02
10.24
8 71
2 15
361

15 19

9 65
8 24
110

1 17
2 06
| 08

4.60
7.05
76.94

85.80
13.90

0 30
30.10

19 16

14.74
99 99
76.94

8112
1136
7.52
2 12
331

15 .17

1168
8 29
3 19

150

2 16
5 57

4.31
G 69
81.39

86.18
13.62

0 26
26.37

18 15

15.02
94.33
76 78

81.04
12.22
6.75
2.13
3.56

15.38

1121
8 43
2 77

130
186
2 14
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RESULTS AND DISCUSSION

The iihst-i pool ul PACS contain high yielding and low yielding asst-is,
performing oh well an nojg-performing utheis Similarly the liabilities
ha-ket ol PACS include high cost and low eo«t funds The financial
performance of a PACS in thus a function ol the u.-het liability mix
means of certain financial structural ratios (Table 17 2] The impact ol
asset mliability structure on the financial performance wa” examined
by means of certain profitability ratios

Liabilities Structure Ratios

Owned Funds to Working Capital The owner! fund.-, do not have any
specific explicit cost. A higher shurc ofowned funds minims > the cost
of funds and strengthens the buffer for lenders. The ratio during the
four year period declined from 4.83 per cent to 4.31 per cent The ratios
had infact declined because of the negative operating results of the
PACS.

Other ritnils to Working Capital The other funds composed of various
non-statutory reserves which are either appropriation of or charge on
profits. The other funds ratio declined from 8.5 per cent in 1993-94 to
0.7 per cent in 1990-97. The decline in the ratio was mainly due to the
reduced provisions and appropriations.

Deposits to Working Capital Deposits are high cost fundt- A higher
share of deposits in the working capital increases the cost of funds.
The ratio increased from 72.5 per cent in 1993-94 to 81.4 per cent in
1990-97. The higher rate of interest offered by PACS vis-a-vis
commercial banks was the main attraction for depositors to favour the

PACS.

Deposit Mix Not only the quantum of deposits but also the quality of
deposits influences the operational flexibility and efficiency of PACS.
The fixed deposits constituted around 85 per cent ofthe deposit mix and
the balance was mainly savings deposits. The total deposits and the fixed
deposits registered a growth of 70 per cent and 72 per cent respectively

The higher share of fixed deposits in the deposit mix undoubtedly granted
greater operational flexibility to PACS but at the cost of operational
efficiency. The share of savings and current deposits declined but
marginally over the years. The deposit pattern ofthe PACS was almost

range bound.

Borrowings to Working Capital PACS borrowed mainly from the
Central (District) Co-operative Bank for agricultural and non-
agricultural purposes. While borrowings for agricultural purpose
offered a clear four percent margin, borrowings for non-agricuhural
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purposes often resulted in a negative margin. The ratio after showing
a marginal rise in 199-1-95 steadily declined in the following years and
touched 26.4 per cent. The sharp drop in the ratio was due to the
stagnation m aggregate borrowings against a 51.1 per cent growth in
working capital. The PACS in this area showed a reluctance to make
full use of the refinance facility because of the complicated loaning
procedures and non-availability of timely credit. As a result the PACS
were forced to lend their own funds which were raised at a high cost
for high risk, low return purposes.

Assets Structure Ratios

Fluid Resources to Deposits Fluid resources consist of cash in hand,
cash at the bank and marketable securities. The ratio steadily declined
and touched 18.5 per cent in 1996-97 from 23.7 per cent in 1993-9-1.
This trend was encouraging from the angle of profitability but alarming
from the Liquidity angle. Though PACS were legally bound to keep 25 per
cent of the Demand and Time Liabilities (DTL) as fluid resources, the
PACS of this area, in practice, declined to toe in line with this norm.

Fluid Resources to Working Capital The ratio also showed a declining
trend -imilar to the ratio of fluid resources to deposits. The ratio
dropped from 17 2 per cent to 15 per cent during the study period. The
low return on fluid resources and inadequency of loanable funds would
have forced the PACS to sacrifice the Liquidity to leave the loan
operations unaffected.

Credit - Diyosit Ratio The ratio was 100.1 percentin 1993-91. It gradually
declined and touched 9 1.3 per cent in 1996 97. The CD ratio of PACS
could go wx»1l above 100 per cent as borrowings from the District Co-
operative Banks are free from fluid resources requirements. The low CD
ratio i notju-tified as the borrowings of PACS in this area was around
33 per.«nt. of fh* working capital and they were keeping fluid resources
Ivdnw th*erequired mark.

Credit to Working Capital Credit - Working Capital ratio is a better
mirror of the credit creation capacity of PACS The ratios though
increased from 73 to 77 per cent during the study period, showed
stagnancy f'nlike fhe CD ratio, the credit - Working capital ratio
showed i marginal increase as the working capital eroded the extent
of accumulated losses The credit working capital ratio of PACS in
this area was only within the range of 70 when sound financial
management demanded a ratio above 100 per rent

I.nan Mir The PAf S ire the principal source of short term credit (ST)
in Kerala The ST loans on nn averngp accounted for 82 per cent of the
total loans, the halanee being medium term (MT) ind long-term (1,T)
loans During the study period the share of I.T loans decreased from
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111 to hi veil pureint and MT louiih increased from 8 to 12 per runl. The
total loans advanced had grown by 59 pur cunt during the reference period.
Mm foi a marginal chili from LT to MT tin loan portfolio ol PACS in
this area remained the same ovei the pi nod

rixed Assets In Working Capital Idually tin fixed capital ol hanking
institutions would be very small In the ia.se ol PACS in this area the
fixed assets constiluted around 2.1Hper rent of ihe working capital and
it show ed a marginal decline over the years

Accumulated Loss to Owned Lunds The owned funds ol the PACS
studied had been eroded completely. The accumulated lui-s amounted
tod 5times the owned funds. The ratio had severely ciippled the- credit,
creation capacity of the PACS. The lonhc e resulted rnainh due to
provision for overdues, narrow interest margin and mounting cost ol
manngemcnt

Accumulated loss to Working Capital The extent of erosion of lundf is
better represented by the accumulated loss working capital ratio The
erosion was to the extent of 18 per cent in 1993-94 but n declined to
15.38 in 1996-97.

Profitability Ratios

Return on Assets Return on assets is a measure of the efficiency of
deploying the funds. The average rate of return on assets showed a
fluctuating trend during the period. It ranged between 9.G per cent and
11.7 per cent. The wide fluctuations in the ratios may be attributed to
the changing composition of the asset portfolio and occasional revision
of interest rates.

Cost of Funds The average cost of funds measures the efficiency of
funds mobilisation. The ratio decreased from 9 1percent in 1993-94 to
8.4 per cent during the study period. However, the decline was not steady.

Interest Margin Interest margin indicates the overall efficiency of
banking business. It exhibited an upward trend from 0.55 per cent in
199394 to 2.78 per cent in 1996—97. Still the ratio was short of the
minimum four per cent margin suggested for PACS. The improvement
in the ratios might be attributed to the improvement in the return on
assets ratio.

Cost of Management to Working Capital The interest margin must be
good enough to cover the cost of management and provisions and leave
a surplus. However, the average cost of management of PACS in the
area was above the interest margin. The cost of management increased

from 2.8 per cent in 1993-94 to 3.36 per centin 1996-97 with fluctuations
in the intervening years.
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Set Loss to Working Capital The profitability of PACS was analysed in
relation to the working capital. The profitability which was - 4.14 per
cent in 1993-94 improved to - 2.44 per cent in the terminal year of the
study The profitability, though it was negative in all the years, was
improving steadily throughout out the period. The improvement in
profitability was chiefly on account of the improvement in interest margin
as the cost of management increased and the provisions ratio declined
only marginally during the period.

CONCLUSION

The study has been able to highlight some weaknesses of the asset -
liability management of PACS. The fact that all the PACS except one
in the two blocks were incurring loss is a matter of great challenge for
policy makers. The accumulated losses of some individual societies had
completely eroded their ‘Own Funds' and were on the verge of
liguidation

The PACS. in their own enthusiasm for deposit mobilisation, collected
high co-t deposits through innovative fixed deposit schemes with out
even looking into their viability. However, the societies forgot or failed
to creat- assets matching the risk-return complexion of the liabilities
they Floated either due to the negligence or ignorance of the personnel.
(The secretaries of almost all the societies had only s.s.L.C and J.D.C
quahfi ationi. It was astonishing to hear that some societies were
parking their fluid resources in savings account when fixed deposits of
differ' nt maturities were available for investment. The secretaries of
these .societies were not even aware of the adverse impact of their bad
investment decisions. The societies were either reluctant or ill equipped
to make full use of the refinance facility and were using their own
funds for lending for agricultural purposes. The complicated loaning
procedures and non-availability of timely credit were deterring the
societies from availing refinance facilities. The financing hanks should
review md revise the loaning policies and procedures to make them
customer friendly.

Non-banking business of the societies were often a drain on the
profitability of several societies. Due to the luck of separate accounting
system for each activity, the societies were not able to evaluate the
cost and benefit of each activity. Activity baaed costing system must he
Introd'n erl m societies which carry on non-banking business.

Exempt fur the conventional annual budget, the PACS were neither
planning nor controlling their performance in a systematic manner
The introduction of performance budgeting in PACS will lend more
predictability to the operations of PACS. Planning and control of
performance presupposes the presence of an information system A
inmputr rmed n<count ing and management informal ion system suitable
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in iIn- organisational functions and management decision needs of the

*\(\S in Uttt be devi'loped

Pevelopim-nt ol appgoprioti systems and absorption of modern
technology must be supplemented and i(.implemented by the
development of human resources The requirement policies in PA( S
lumld be thoroughly reviewed and revis ed HiBh to attract professionals
with the right knowledge, skills and attitude to man the PACS in
Kerala The cutting edge of modern bunking is technology and
appropriate human skills.



